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GOVERNMENT AND THE REAL ESTATE MARKET 


ANY factors affect the market for real estate. Population, income, 

M household formation, and migration affect the demand for real estate, 

é while changes in the inventory of real estate, its geographic distribu- 

tion, and the relation of replacement cost to the going prices and rents affect 

the supply of real estate. One of the fundamental principles of the market is 

that demand may change rapidly as in a “boom” town or as for the nation as a 

whole after World War II in 1946, but that supply, the construction of new units 

plus the inventory, can increase only very slowly, and for short periods can be 

considered constant. Besides the two basic forces of supply and demand, a 
third has come more and more to importance -- the Government. 


This is the time of year when Congress is hastening to complete its busi- 
ness and when the annual housing bill comes up forconsideration. Since 
Democratic Congressmen believe that they established their record on housing 
last year, when the President vetoed the more extravagant plans, a milder bill 
is expected to be passed this year. The final bill will probably look more like 
the Senate Housing Bill than that of the House. The Senate version will provide 
$1,581,500,000 in spending authority over a considerable period of time. It 
will provide for the following: 


Raise FHA insuring authority $4 billion to $41.8 billion. 

Provide an additional $350 million for urban renewal grants. 

Provide an additional $500 million for college housing loans. 

Provide an additional $50 million for farm housing loans. 

Provide an additional $150 million for direct home loans to veterans. 


Provide an additional $100 million for loans to local governments for con- 
struction of community facilities. 


Provide an additional $150 million to the Federal National Mortgage Asso- 
ciation for continuing the special assistance programs for such things as hous- 
ing for the elderly, and disaster area and cooperative housing. 


Give FHA authority to lower its insurance premium from }% to 1/4%. 


Require the President to establish a minimum national housing goal in the 
form of the number of starts and recommend steps to meet that goal. 


This last provision, if passed, would require the President to perform the 
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functions of the free market place. Instead of allowing the suppliers and de- 
manders of housing the free choice of determining the number of new house 
starts, the President and his experts would make the decision. It is not only 
contrary to the precepts of our free market economy, but it is ridiculous. We 
have only estimates of new housing construction as itis. The Department of 
Commerce, which is responsible for counting the number of new dwelling units, 
has just revised its previous estimates upward, and it is not at all cer- 
tain how many more new dwellings are not being counted. 


The chart below compares the old estimates with the new ones. The new 
series is designed to measure the number of housing units started each month 
in the United States, and increases the estimates of dwelling unit starts during 
1959 from 1,378,000 units to 1,553,100 units. This 13 percent increase can 
be explained in the following way: 15 percent of the difference can be traced to 
the addition of farm house construction. The addition of housing in Alaska and 
Hawaii to the series accounts for another four percent. Twenty-three percent 
of the difference is attributable to the more complete coverage of housing built 
without permits in places where building permits are required, and the re- 
maining 58 percent difference is attributable to more intense coverage of non- 
permit issuing areas. 


How will the provisions of this bill, if passed, affect the current real es- 
tate, mortgage, and construction markets? A glance at the charts on pages 
317 and 318, and at the table on page 322 will reveal quickly the current sit- 
uation. Real estate activity, the num- 
ber of voluntary transfers per 10,000 
families, is 74.8, which is about 8 per- . 
cent less than May last year and 10 Housing Starts 
percent belowthe long-term trend. The + 
selling price of existing single-family oe 
houses shows sOme weakness. Mort- 
gage activity, the number of mortgages 
recorded per 10,000 families, is 62.8, 
which is about 12 percent less than May 
last year. Mortgage interest rates 
continue high. Construction activity is 
down 5 percent from May last year to 
$4,488 million during May of this year. 
Farm real estate values increased only 
3 percent in the 12 months ending 
March 1, 1960, while farm real estate 
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other provisions will tend to increase construction activity if and when they 
are put into operation. ‘The urban renewal programs exemplify the snail’s 
pace at which these public works programs proceed. They will probably be put 
into operation during a boom rather than in a recession year, thus causing 
more strain on the economy. These are certainly programs that those people 
who are worried about the growth of the United States economy should investi- 
gate. Does this forced reallocation of capital bring a greater or lesser return 
than might be obtained elsewhere? These inflationary programs also tend to 
reduce the flow of savings into the normal channels for mortgage lending -- 
commercial banks, life insurance companies, and savings and loan associa- 


tions -- because of the loss in purchasing power of such savings during infla- 
tion. 


Without new direct Government interference in the housing market through 
passage of the housing bill, there are indications of easier money. Treasury 
bills during the week ending June 18 were discounted at the lowest rate since 
August 1958 -- 2.292 percent. Last week, however, the rate had increased to 
2.613 percent. Although funds for mortgage loans should be more available 
during the summer, don’t expect a drop in the mortgage interest rate. It will 
probably remain about the same. 
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THE OUTLOOK FOR MANUFACTURED HOMES 


HERE has long been a trend toward off-site production of various parts of 
a7 the house, such as doors, windows, prefinished floorings, plumbing and 

heating assemblies, and complete bathroom and kitchen units. It was not 
until the depression of the 1930’s that the idea of factory-built, prefabri- 
cated, or, in modern parlance, manufactured homes was suggested as a solu- 
tion for unemployment and mass low-cost housing. Many firms were started 
which subsequently fell by the way. World War II brought a need for quickly 
built housing for defense workers, and this gave impetus to the home manu- 
facturers’ output. At the same time it gave them a bad name for quickly built 
housing, which was only temporary construction. This has meant that they 
have had to change the public image of their product in order to gain consumer 
and mortgage lender acceptance. Today, they have come along way. They 
now have well-designed houses, which, when completed and ready for occu- 
pancy, range in price from $6,500 to $80,000, exclusive of land, although the 
majority of companies sell in the $12,000 to $30,000 range. The major com- 
panies have homes in their catalogues designed by outstanding architects. 


The Home Manufacturers Association estimates that manufactured home 
shipments have increased from 6 percent of all single-family homes con- 
structed in 1946 to 12 percent in 1959. Other estimates are more conservative 
and show only an increase from 3 and 5 percent to 7 percent of the construction 
of single-family houses. The HMA conducts an annual production survey of the 
industry, which attempts to distinguish between prefabricated and precut 
houses. Last year this survey covered 350 to 400 firms. To the total of the 
survey HMA adds 15% for unreported production. The figures for manufac- 
tured house shipments were as follows: 








% of 

Manufactured Single-Family 

Year House Shipments Housing Starts 
1947 37, 400 5.04 
1954 77, 000 7.70 
1957 93, 546 10.71 
1958 110, 080 11. 26 
1959 132,054 12.00 





Source: Home Manufacturers Association 


The Department of Commerce has the most clear-cut definition. It defines 
a prefabricated wood dwelling as “one having all of its principal wood compo- 
nent parts--walls, partitions, floors, ceilings, roofs--composed of various 
sized sections or panels which have been fabricated in a permanently estab- 
lished factory and later erected on the building foundation. The house design 
must be owned or under the control of the producer and the finished house 





eseemesen 








319 








Percentage Change In Dollar Value of Farmlands 


MARCH 1959 TO MARCH 1960 


© by ROY WENZLICK RESEARCH CORP., 1960 


LEGEND 


PERCENTAGE CHANGE 


5.5% ANI VER 


4.5% T 





3.5% | 4.4% 3 3 UNITED STATES 
25% T 4% 33 33 AVERAGE 


0% TI 











other provisions will tend to increase construction activity if and when they 
are put into operation. ‘The urban renewal programs exemplify the snail’s 
pace at which these public works programs proceed. They will probably be put 
into operation during a boom rather than in a recession year, thus causing 
more strain on the economy. These are certainly programs that those people 
who are worried about the growth of the United States economy should investi- 
gate. Does this forced reallocation of capital bring a greater or lesser return 
than might be obtained elsewhere? These inflationary programs also tend to 
reduce the flow of savings into the normal channels for mortgage lending -- 
commercial banks, life insurance companies, and savings and loan associa- 


tions -- because of the loss in purchasing power of such savings during infla- 
tion. 


Without new direct Government interference in the housing market through 
passage of the housing bill, there are indications of easier money. Treasury 
bills during the week ending June 18 were discounted at the lowest rate since 
August 1958 -- 2.292 percent. Last week, however, the rate had increased to 
2.613 percent. Although funds for mortgage loans should be more available 
during the summer, don’t expect a drop in the mortgage interest rate. It will 
probably remain about the same. 
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the house, such as doors, windows, prefinished floorings, plumbing and 

heating assemblies, and complete bathroom and kitchen units. It was not 
until the depression of the 1930’s that the idea of factory-built, prefabri- 
cated, or, in modern parlance, manufactured homes was suggested as a solu- 
tion for unemployment and mass low-cost housing. Many firms were started 
which subsequently fell by the way. World War II brought a need for quickly 
built housing for defense workers, and this gave impetus to the home manu- 
facturers’ output. At the same time it gave them a bad name for quickly built 
housing, which was only temporary construction. This has meant that they 
have had to change the public image of their product in order to gain consumer 
and mortgage lender acceptance. Today, they have come a long way. They 
now have well-designed houses, which, when completed and ready for occu- 
pancy, range in price from $6,500 to $80,000, exclusive of land, although the 
majority of companies sell in the $12,000 to $30,000 range. The major com- 
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The Home Manufacturers Association estimates that manufactured home 
shipments have increased from 6 percent of all single-family homes con- 
structed in 1946 to 12 percent in 1959. Other estimates are more conservative 
and show only an increase from 3 and 5 percent to 7 percent of the construction 
of single-family houses. The HMA conducts an annual production survey of the 
industry, which attempts to distinguish between prefabricated and precut 
houses. Last year this survey covered 350 to 400 firms. To the total of the 
survey HMA adds 15% for unreported production. The figures for manufac- 
tured house shipments were as follows: 
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1957 93,546 10.71 
1958 110, 080 11. 26 
1959 132,054 12.00 


Source: Home Manufacturers Association 











The Department of Commerce has the most clear-cut definition. It defines 
a prefabricated wood dwelling as “one having all of its principal wood compo- 
nent parts--walls, partitions, floors, ceilings, roofs--composed of various 
sized sections or panels which have been fabricated in a permanently estab- 
lished factory and later erected on the building foundation. The house design 
must be owned or under the control of the producer and the finished house 
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should be intended for resale through a middleman to the ultimate owner or 
user. This definition distinguishes the prefabricated house from other partly 
manufactured homes produced under systems called precut or panelized, where 
conventional builders, woodworking plants, and retail lumber yards produce 
some or all of the items used in houses by methods comparable to those used 
by wooden house prefabricators. .. . the critical distinction between pre- 
fabrication and any of the other systems is that only prefabrication involves de- 
livering all of the major wood components of a house whose design is under the 
control of a prefabricator and which is manufactured in a permanently estab- 
lished plant away from the building site.” This will result in an underestimate 
of prefabrication shipments because some manufactured homes are made with 
new materials, suchas steel and aluminum. The Department of Commerce 
estimates are as follows: 


% of 
Prefabricated Wood Single-Family 
Year Dwelling Shipments Housing Starts 


1947 24, 140 3.3 
1954 57, 700 5. 
1957 57,800 6. 
1958 61, 000 6. 
1959 64, 000 6. 








Source: Construction Review, June 1959. 


Both of the above estimates of manufactured home sales show an increased 
share of the housing market for the industry. Recognition by the home manu- 
facturers that most building involves some prefabrication is shown by a few 
sales of components instead of complete packages. This practice is discour- 
aged and is used only in the hope of bringing more builders into the prefab 
market. A complete package, however, is not a complete house. It consti- 
tutes about 25 to 40 percent of the retail value, less land. In addition to the 
prefabricated package, there is the cost of digging the foundation or preparing 
the slab, applying the interior and exterior finish, roofing, trim, electrical, 
heating, and plumbing subcontractor costs, selling expenses, profit, and land 
costs. Many of these on-site operations could be done in the factory for a cost 
saving, if it weren’t for local union and code restrictions. 


Although the house manufacturers have improved the parts they prefab- 
ricate, they have not made much progress in prefabricating more of the house. 
This is probably the reason for the limited penetration of the single-family 
house market by the prefabricated house. On the other hand, the techniques 
that the prefabricated house manufacturers have developed have been picked up 
by lumber dealers and mass builders in order to be competitive with the house 
manufacturers. The number of houses partially prefabricated in this way is 
unknown, although there are reports in House and Home of mass builders, such 
as John Long in Arizona, turning more and more to industrialization--manu- 
facturing the components indoors and hauling them to the site for erection. 
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The outlook for prefabrication is good. By 1970 many more houses will 
be prefabricated. They may not be manufactured or packaged houses, how- 
ever. This market will not grow as fast as the use of the techniques of the 
manufacturers. Local mass builders can compete with the manufacturers on a 
cost basis because they have less transportation and overhead cost, and they 
can utilize the techniques of the manufacturer, as long as they are large enough. 
Suppose that home manufacturers maintain their share of the single-family 
home construction. Then using the predictions of the Senate Subcommittee on 
Housing, we find that 1.6 million dwelling units may be built in 1970. Their 
projection is based on a continuing rate of growth in population and income 
comparable to the last decade. Perhaps 20 percent of these dwelling units will 
be apartments or will be in structures with more than one family. That leaves 
1,280,000 single-family units. If home manufacturers keep their share of the 
market--7 to 12 percent--they will be producing 89, 000 to 154, 000 units. 


The proponents of prefabricated houses have claimed a cost advantage over 
comparable conventionally built homes. As far as we have been able to ascer- 
tain, there have been no actual cost comparisons to prove this. In actual fact 
it may very well be that overhead and transportation costs eat up what savings 
there are, and that conventionally built now means partial prefabrication. The 
products of the two have become more alike each year. The difference is to 
the builder. He gets more financial and marketing help from the prefabber 


than he would be able to do for himself. The factory can afford to do it because 
of its size and the size of its market, which can absorb more overhead. Thus 
the share of the market going to the home manufacturers will depend on the 
services offered by them--market research, engineering, selling and adver- 
tising, and most particularly, financing. About 3,000 builders, who produce 
25 to 100 houses annually, build 25 percent of the dwelling units constructed 
each year. These builders, rather than the very large ones, lack the capital and 
specialized help that the prefabricating factories can provide. If the manufac- 
turers could penetrate other regions as much as they do the North Central 
region, they could boost their share of the market to 24 percent. In 1957, 50 
percent of all plants building prefabricated wood dwellings were in the North 
Central region. They built 24 percent of all new single-family dwellings in that 
region. To increase their market in other regions the manufacturers will have to 
build new plants within 300 miles of the markets. The reason is that savings 
in the manufacturing process are wiped out if the finished package has to be 
transported for more than an overnight haul. Another problem is that the 
cheaper stucco and concrete block construction prevalent in the South and 
Southwest will compete more effectively with the prefab wood construction. [If 
their penetration of these other regions could reach that of the North Central 
region, assuming population and income increases such as those predicted by 
the Senate Subcommittee on Housing, and assuming the same proportion of 
multifamily dwelling units as are being built this year, the home manufac- 
turers’ annual production would reach 307,200 by 1970. 
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